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What do you need to know before investing on the Saudi stock market? 

 
26/06/2015 
 

Financial Services analysis: The Saudi Arabian stock market recently opened its markets to foreigners. Ahmed 
Butt, partner, and Samir Safar-Aly, associate, at Simmons & Simmons in alliance with Hammad & Al-Mehdar, 
consider the implications of this development. 
 

What has prompted Saudi Arabia to open its market to foreigners? 

Saudi Arabia, which is a member of the G20 and a member of the International Organization of Securities Commissions 
(IOSCO), is the last country of the major economies to open up direct access to its capital market to foreign investors. The 
opening up of the Saudi stock exchange (the Tadawul) is a major event in global investment history. The move may have 
been triggered by a desire to remove the dominance of local retail investors in trading, and to create a more 
fundamentals-based trading pattern, as foreign institutions base their decisions on research rather than short-term 
speculation, and also in light of an increasingly developed local financial regulatory framework. 
 

What chances and challenges could this bring for Saudi Arabia and foreign investors? 

The challenge for foreign investors entering into the Saudi market will be how to navigate around the complex new Rules 
for Qualified Foreign Financial Investment in Listed Shares (the QFI Rules) recently introduced by the Capital Market 
Authority (CMA). However, as the largest market in the Gulf Cooperation Council (GCC), the opening should offer some 
great opportunities for those looking to invest. 

For Saudi Arabia, equally, the opportunity the move offers is for the country to really develop its securities market with the 
inclusion of large sophisticated international players. However, the challenge it faces is in whether, given the number of 
restrictions on foreign ownership (see below), it is able to persuade enough key international investors that there are 
worthwhile investments to be made. 
 

Are the rules significantly different from other markets? 

There are several aspects of the QFI Rules which stand out from other markets. Not only do QFIs need to be approved, 
but their clients (QFI clients) also need to be approved. QFIs and QFI clients are obliged to disclose ownership details 
which may cause resistance to participating on the Tadawul directly, or be considered by potential QFIs as a step they 
would not be willing to take. 

Additionally, QFI clients will only be able to have direct access to the Tadawul through a single QFI. Similarly, QFIs will 
only be assessed on the criteria to access Tadawul through a single CMA-authorised person (assessing authorised 
person). This means that end investors (as QFI clients) will be tied to a single asset manager (acting as a QFI). Similarly, 
each asset manager will be tied to a single assessing authorised person. This may raise issues in regards to risk 
allocation. 

QFIs are required to have at least US$5bn under management to qualify as a QFI. While this is not the market norm and 
despite the CMA having discretion to consider a reduced limit of US$3bn, the threshold is clearly set to attract more long-
term international players. 

Furthermore, the QFI Rules are such that the Tadawul has a same day settlement cycle, unlike the more international 
trend of T+2 or T+3, which allows mistakes to be reversed. Consequently, investors must pre-fund their accounts or 
arrange short-term funding in Saudi Arabia to settle. 

However, the most pertinent difference is the foreign ownership restrictions, which are as follows: 
 

o  The QFI (including its affiliates) or a QFI client (including its affiliates) may own a maximum of 5% of shares 
in any listed issuer. A QFI acting on behalf of its clients must not execute a transaction for a QFI client which 
would result in the QFI client (including its affiliates) owning more than 5% of the shares of any particular 
listed issuer. 
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o  The maximum proportion of the shares of any particular listed issuer that may be owned by all categories of 
foreign investors (including QFIs, QFI clients, investors through swaps and foreign investors resident in 
Saudi Arabia) in aggregate is 49%. 

o  The maximum proportion of the shares of any particular listed issuer that may be owned by QFIs and QFI 
clients is 20%. 

o  The maximum proportion of the shares of all listed issuers on Tadawul that may be owned by QFIs and QFI 
clients in aggregate is 10% (including swaps) by market value 

That said, foreign ownership restrictions in securities markets opening up to foreign investors for the first time is not 
something new--indeed, China and Taiwan also featured restrictions when their markets were opening up following the 
economic lessons of the 1997 Asian financial crisis. Given the geopolitical importance of the Middle East and Saudi 
Arabia, particularly in the oil markets, such foreign ownership restrictions are a likely mechanism to combat speculative 
trading and a sudden exit of foreign investment following relevant volatile geopolitical events. 
 

What are the five most important bits of information people should know about the Saudi 
Arabian stock market? 

 
o  The Tadawul, with a market capitalisation of around US$528bn (equivalent to two-thirds of the Saudi GDP), 

even after the oil-price driven falls of recent months, is still worth about the same as all other GCC capital 
markets combined. 

o  Not all companies listed on the Tadawul are open to direct foreign ownership, due to the Saudi Arabian 
General Investment Authority's negative list which prohibits foreign investment in certain sectors--for 
example, the prohibition on investing in shares of real estate companies operating in the holy cities of 
Makkah and Madinah and Saudi Arabia's lucrative mining industry. 

o  The Tadawul platform is structured around a T-0 settlement model whereby payment for a share trade must 
be settled on the same day as the trade. This is in contrast to the more internationally preferred T+2 or T+3 
settlement model. 

o  The number of listings on the Tadawul is expected to increase to 250-300 by 2020. 
o  Unlike many other stock markets, the Tadawul has a number of foreign ownership limits and thresholds 

which investors should be made aware of in deciding whether or not to enter the Saudi securities market. 
 

What should those looking to invest in Saudi Arabia be aware of? 

Potential investors (as QFI clients) should really make an informed decision in selecting the asset manager (as QFI) they 
will use, given the QFI Rules restrict access to only one QFI. Similarly, asset managers should select their assessing 
authorised persons carefully as this is also an exclusive relationship. Potential investors should conduct due diligence on 
whether the types of companies and industries it intends to invest in are even investable (given the general limitations on 
foreign ownership in joint stock companies as outlined by the Saudi Arabian General Investment Authority in its negative 
list as discussed). 
 

What should lawyers advising in this area take note of? What should they advise their clients? 

Lawyers should fully understand how the new QFI Rules fit in with existing Saudi foreign investment and capital market 
rules. Lawyers should not look at the QFI Rules in isolation and should have a thorough understanding of the CMA's 
framework of implementing regulations. Accordingly, lawyers should fully appreciate the business models of their clients in 
order to provide meaningful and practical guidance on operating in the Saudi market and the impact of the new QFI Rules 
on their investment activities. 
 

What are the trends? Do you have any predictions for the future? 

Despite the low limit on foreign ownership restrictions, this could potentially increase one day if there is the right level of 
demand. Furthermore, with the general trend for greater transparency in financial regulation globally, in order to attract 
international players, the production of more regular reports in English may be a trend that is advanced by companies with 
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developed investor relation departments. Finally, given the high numbers of expected future listings on the Tadawul by 
2020, it is expected that the demand for ratings will concurrently increase to better profile the market. 

Interviewed by Alex Heshmaty. 

The views expressed by our Legal Analysis interviewees are not necessarily those of the proprietor
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